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I. INTRODUCTION
In the era of globalization the world has become a global village. The buying and selling of products in international markets have brought financial sector closer to each other. It is heavily acknowledged that over the years financial markets have relatively integrated. The vibrant relationship between stock prices and foreign exchange rates has been discussed by various economists as they have a key role in the development of country's economy. In 2008, the global financial crisis had a great effect on the economic activities of the developed and emerging markets (Brahima, 2013) explains in his study. The two main channels that have been discussed in the literature to study the spread of this financial crisis are through trade channel and financing channel. First considering the concept of trade channel, the increase or a decrease in trade of an economy affects the exchange rate. On the other hand, the financing activity is through the capital market. Due to many financial events the exchange rate and stock prices have tend to move in the same wave. So, it became an integral topic for the economists to investigate their dynamics.
Classical economic theory proposes a relation between the behavior of stock market performance and exchange rate. In their study (Dornbusch and Fisher, 1980) explains that movement exchange rate affects the international competiveness and trade balance, as a result the real output of the country and which affects the cash flows of companies and their stock prices. Stock market movement may also affect the exchange rate explained in monetarist models of exchange rate determination (Gavin, 1989) . Portfolio-balance model discusses the similar study (Frankel, 1987) . In 1900s the financial liberalization of capital inflow and stock markets was followed by a boom in the number of cross border transactions of currencies and securities. This relationship between financial stock prices and exchange rate has emerged because of heavy amount of capital flow in international financial markets (Tian and Ma, 2010). Chinese Yuan has been pegged with US dollar for over 10 years at the rate of 8.3 to one US dollar. The study of (S. Deng and C. Yang, 2008) has shown a long-term cointegration among these markets of China but their study does not support the stock price led exchange rate relationship. The study done using the Indian market (Rahman and Uddin, 2009), (Bhattacharya and Mukherjee, 2003) and (Muhammad and Rasheed, 2002) suggests that there is no relation at all between exchange rates and stock prices and also supports of no causal relationship between the stock prices and exchange rate.
The global financial crisis has created an impact on the stock prices of emerging markets (Kenourgios, 2012) and (Kayani et al., 2013) . Previous literature is mainly focused on relationship between the domestic stock market and exchange rate (see e.g. Caporale and Pittis, 1997) . The studies that address the impact of global stock return on this vibrant area are not focused on emerging market economies (see e.g. Kate and Fabiola, 2005) and (Nieh and Lee, 2002) . The studies make a room to investigate its impact of global stock return on stock returns of emerging market economies and exchange rates (during short-run and long-run) in perspective of global financial crisis. In this study we will address this issue.
Hypothesis of our study are: H1: There is an impact of US stock returns on the causality between emerging economies stock returns and their exchange rate.
H2: US stock return affects on the stock returns of emerging economies stock returns and their exchange rate in short-run.
H2b: US stock return affects on the stock returns of emerging economies stock returns and their exchange rate in long-run.
II. METHODOLOGY
The discussed model is given as follow:
A. Data and Preliminary Analysis
For the analysis of our study we examined the daily observations of stock returns of Brazil, India, China, Pakistan, Russia and USA and exchange rates (with USD). Data of real exchange rate has been taken as it explains the batter position of an economy compared to others. The sample is from January 2, 2007 to December 31, 2011. In his study (Dungey et al. 2005 ) states the tests of financial contagion are sensitive to the definition of crisis period. We have divided our data into three different periods with respect to financial crisis period to make analysis more accurate.
B. Econometric Methodology
The econometric methodology we employed for the analysis starts with ADF Unit root test. Stationarity of time series data is an integral part of analysis for the purpose Augmented Dickey-Fuller (ADF) test has been employed. The ADF test shows significant results which are not presented due to brevity.
As the data series is stationary that reflects to the finite mean and finite auto-covariance of the series at the level. We shall apply the subsequent analysis on the stationary series. The data of each country's stock return and exchange rate shall be regressed with the Global stock exchange in order to know the effect on each country. Caporale and Pittis (1997) in their study discussed the first order bivariate VAR and they applied a condition that both eigenvalues are equal to 1, that means no Cointegration or causality among the variables. It further adds that how the omission of third variable from a bivariate VAR can affect, which causes a) none b) one, c) both. The dilemma has been discussed by (Kate and Fabiola, 2005) in their study which emphasis on the importance of inclusion of third variables (while studying the dynamics of stock exchange and exchange for Pacific Basin Stock markets). So, this study discusses the third element and that is global stock returns.
The relationship between the global stock market, domestic stock market and exchange rate can be represented as The causality among the Stock returns and Exchange rates could be determined through VAR (Vector Autoregression) method. In contrast, it could be modelled through VECM (Vector Error Correction Method) if Cointegration exists between 'y t ' and 'x t '.
In the above equation ECT t-1 is a lagged error correction term whereas δ 1 and δ 2 are the denotations for the speed of adjustment. The addition of absolute values of δ 1 and δ 2 > 0 shows the presence of Co-integration which involves the causality among the variables. Results in the table show, ECMt-1 is significant indicating log-run equilibrium relationship among all economies. During Crisis period the results of ECMt-1 for Emerging Market Economies is found significant showing equilibrium in long-run relationship for all economies. In case of Brazil if there is an error in the equilibrium in the short run then 74.3% of the error is corrected by the global stock returns (NYSE), 92.21% of the error is corrected by domestic stock returns and 19.34% by Brazilian Lira. Results also show that there is inertia in domestic stock returns. Moreover, it is found that, in the short run, global stock returns do affect domestic stock returns of Brazil and Brazilian Lira before crisis and during financial crisis but in case of domestic stock returns of Brazil that global stock returns do not affect that but do affect the Brazilian Exchange rate. The results of Chinese Economy represents that 22.49% of the error is rectified by the ECMt-1 comparing to 11.41% before the crisis. Whereas in short-run the global stock exchange does affect the domestic stock returns of Shanghai stock exchange before crisis period, during crisis period and after crisis period. The global stock returns does not affect the Yuan-USD exchange rate in short-term during the crisis period. The domestic stock returns of India are capable to correct 6.68% of the error in the short-run comparing to 89.94% before crisis period and global stock returns does affect domestic stock returns of India before and after the crisis period but they do not affect during the crisis period. On the other hand, NYSE returns have a significant impact on USD-Exchange rate of India. The result of Pakistan shows a long-run equilibrium and 4.42% of the error is corrected by the KSE returns comparing to 17.40% before the crisis period. However, in short-run there is an impact of NYSE returns on the domestic returns of Pakistan before crisis period, during crisis period and after crisis period.
IV. CONCLUSIONS
In this study we analysed the short-run and long-run dynamics of the domestic stock return, global stock return and exchange rate for the Emerging Market Economies. Our main focus was to check this relationship in perspective of global financial crisis. To understand it more clearly we have divided the analysis into three parts i.e. before financial crisis period, during and after. The First Point of our analysis signifies the importance of US stock returns as an important causing variable and supports the evidence presented in earlier studies (see e.g. Kate and Fabiola, 2005) . In addition, it has been found that exists a long-run Cointegration relationship between the domestic stock returns, global stock returns and exchange rate for Emerging Market Economies. Similar, results were found by (Fei and Boping, 2009) in their study to analyse the linkages between the Chinese Exchange rate and domestic Stock returns. Before the crisis period, the results show that Global stock returns do affect the Stock returns of all Emerging Market Economies that build's the initiative to analyse during the crisis period. Moreover, during the crisis period, in shortrun the global stock returns do affect the stock returns of China and Pakistan but not in the case of Brazil and India. At, this point it is important to note the affect on Exchange return which shows the other way i.e. a shortrun affect on Brazil and India but no affect on China and Pakistan. Here, we can make an argument that exchange rate adjustments in the short-run may have prevented a change in the stock returns of Emerging Market Economies in the short-run. 
